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KEY ECONOMIC INDICATORS (ETHIOPIA) 


All values in million US$ Exchange rate US$1.00 = 2.07 Ethiopian birr 
% Change 


Ethiopian fiscal year (EFY)2/ 1977 1978 1979 (79/78) 


INCOME, PRODUCTION 
GNP at current prices 
GDP at constant prices (base; 
EFY 1961) 
Per Capita GNP, current prices 
Gross Fixed Investment 
Electric Power Production(mil.kwh) 
Coffee Exports (1,000 MT*) 
Value of Coffee Exports (FOB) 
Value of Bldg.Permits (Addis Ababa) 
MONEY AND PRICES (At Dec. 31) 
Money Supply (currency & demand 
deposits) 
External Public Sector Debt (EFY) 
Debt Service (as Percent of 
Exports EFY) 
Lending Rates (Commercial Bank) 
Indices for Addis Ababa: 
Retail Prices excl.rent(1963=100) 
Food Prices (1963=100) 
Wholesale Price (import) (1976=100) 
Wholesale Price (export) (1975=100) 
BALANCE OF PAYMENTS & TRADE 
(at Dec. 31) 
Net Gold, § For. Exch. Reserves 
(12/31) 


Balance of Payments(current account) 


Balance of Trade 
Exports, FOB 

To U.S. 
Imports, CIF 
From U.S. 


2962.4 
1959.1 


104.8 
292.7 
427.6 
48.2 
250.9 
9.6 
475.8 


408.1 
9.1 


255.1 


179.9 


249.1 


-89.0 


-163.7 


333.3 
85.8 
497.0 
35.5 


1936.9 
263.5 
450.2 

66.3 


242.7 
19.8 


584.9 


455.4 
8.8 


8.5-12.5% 8.5-12.5% 


291.6 
339.5 
119.8 
178.8 


160.7 


-112.7 
-213.7 
306.2 
94.8 
519.9 
27.0 


Main Imports from US (1979) (in millions of dollars) 
civil engineering & contractors 


Aircraft - $16.6; 
$10.2; wheat unmilled - $3.7; 


fertilizers - $15.5; 


2037.4 


240. 

502.8 
87.1 

286.3 


641.1 


495.5 
7.7 


8.5-12.5% 


338.4 
400.7 
130.1 
194.4 


175.5 


-84.2 
-177.7 
425.9 
118.9 
603.6 
66.4 
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39.1 
38.6 
16.1 
145.9 


tobacco - $3.1; milk & cream - $3.03 


chemical materials - $2.0; petroleum products - $1.2; telecommunications 
equipment - $0.8; ships & boats - $0.8; essential oils - $0.5. 
Main Exports to US (1979) (in millions of dollars) 


Coffée - $115.0; beeswax - $0.5; essential oils $0.4. 
1) National Bank of Ethiopia Quarterly Bulletin of June 1980; 


SOURCES: 


2) External Trade Statistics 1979; 


Abstract 1978. 


3) 


Ethiopia Statistical 


1/ Fiscal Year Data 1977 corresponds to 1976/77, 1978 to 1977/78, etc. 


Ethiopian Fiscal Year (EFY) ends on July 7. 
2/ Does not take into account foreign securities held, etc. nor 


outstanding letters of credit. 


*Metric Tons (MT) 





SUMMARY 


The basic restructuring of the Ethiopian economy in accordance 
with Soviet-style "socialist" principles is almost achieved. The 
current emphasis is on strengthening newly created institutions. 
However, remnants of the private sector continue to play a limited 
role in the Ethiopian economy. 


The major factor impacting on current economic conditions and on 
the outlook for trade opportunities is a growing deterioration in 
Ethiopia's terms of trade. In recent months, both the export vol- 
ume and price for coffee have fallen off significantly. This crop 
is the source of 65 to 70 percent of Ethiopia's foreign exchange 
earnings. At the same time, the proportion of foreign exchange 
earnings absorbed by petroleum imports has risen more than 50 per- 
cent and is still climbing. 


In an effort to control the deteriorating foreign exchange situa- 
tion, Ethiopia has taken a number of short-term measures. Among 
them are tighter import licensing restrictions, application to 
the International Monetary Fund (IMF) for assistance, and raising 
the price of gasoline.’ The Government is also pushing for self- 
sufficiency in cereals and will attempt to earn more on its 
coffee crop by increasing quality and quantity of production. 


These measures, however, are unlikely to solve Ethiopia's immedi- 
ate problems. Both Ethiopia's near- and long-term prospects for 
financing its budget and development program depend on obtaining 
increased foreign assistance. Ethiopia has launched a vigorous 
campaign to attract such aid against some odds. Undoubtedly 
related to this effort is the Government's opening of serious 
negotiations over the last half year with some claimants for 
properties nationalized in 1975. A few of the 225 outstanding 
claims have been settled. As a result, the World Bank, which had 
previously suspended consideration of new loans for Ethiopia, ap- 
proved a $40 million loan in February 1981 and is now considering 
a number of other loan packages. 


Conditions for private investment in Ethiopia are presently dif- 
ficult. The Government has stated its willingness to consider 
joint ventures in limited areas, but this policy remains vague 
and untested. Significant sales opportunities, however, do exist 
although the market is not broad. Opportunities are best in 
areas with a high priority for Ethiopia's development program, 
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particularly where projects are financed by foreign donors who do 
not restrict purchases to their countries. Products and services 
with good sales potential include: farm machinery, fertilizers, 
road construction equipment, irrigation equipment, aircraft equip- 
ment, and engineering consulting services. 


CURRENT ECONOMIC SITUATION AND TRENDS 


THE ECONOMIC SYSTEM: The basic restructuring of the Ethiopian 
economy along Soviet-style "socialist" lines by the Provisional 
Military Government of Socialist Ethiopia (PMGSE) is largely ac- 
complished. Current emphasis is on consolidation; that is, ex- 
panding and strengthening newly created institutions and building 
infrastructure. 


Under a thoroughgoing land reform program in 1975, all rural prop- 
erty was nationalized, with user rights of up to 10 hectares* 
allocated to former tenants and those willing to till the land 
themselves. Urban land was nationalized, as well as most large- 
scale enterprises in the modern sector. In 1978, many smaller 
firms were taken over by the Government or had their licenses 
curtailed. During the next year, government marketing corpora- 
tions were set up in agriculture, coffee, and shipping. Thus, 

the Ethiopian Government became the chief seller of goods and 
buyer of farm products. 


Remnants of the private sector, nonetheless, continue to hold on 
to a limited role in the Ethiopian economy--mainly in construc- 
tion, peasant agriculture, import-export trade, and small manu- 
facturing. The Government, however, now exercises effective con- 
trol over these enterprises through its regulation of licenses, 
credit, and access to foreign exchange. In the traditional sec- 
tors of agriculture and handicrafts, the Government is firmly 
committed to a policy of encouraging the formation of "producer 
cooperatives." Thus, the future of private business is uncertain 
and this sector exists on tolerance. 


AGRICULTURE: Approximately 85 percent of the population is en- 
gaged in agriculture, and agricultural products comprise over 90 
percent of Ethiopian exports. Peasant farming is predominant. 
Ninety-five percent of crop production occurs on farms of 2 hec- 
tares or less in size. While government activity promotes the 


*1 hectare = 2.471 acres 
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formation of cooperatives, it is currently a voluntary measure. 

So far only about 43 have been formed. State farms are large 
scale and more mechanized. These produce about 5 percent of total 
crops, but they account for about 20 percent of marketed produc- 
tion. 


Ethiopia's major agricultural export crop is coffee. This con- 
tributes 65 to 70 percent of Ethiopia's foreign exchange earnings. 
It is estimated that Ethiopia exported 77.9 thousand metric tons 
(MT) of coffee during the 1979/80 coffee year (ending in Septem- 
ber) at a total value of $301 million. The U.S. share of these 
exports is estimated at about 38 percent. 


World coffee prices have plummeted during the current coffee year, 
and the outlook for near-term recovery seems dim. Adding to this 
externally caused problem, the quantity of coffee exported from 
Ethiopia has fallen significantly. The drop is due to unfavorable 
weather in some areas, inadequate government prices for the pick- 
ers, smuggling, some hoarding in hopes of higher prices, and 
transport problems. As a remedy, the Government intends to in- 
crease the percentage of washed coffee produced, which commands a 
higher price, and to encourage exports of the higher priced vari- 
eties of coffee sold. Looking further to the future, it plans to 
increase plantings. These measures at best will take much time 
to achieve results and will not solve Ethiopia's immediate prob- 
lems. In the current year, coffee revenues will probably be down 
markedly. The pinch on foreign exchange has been increasingly 
felt for several months. 


Ethiopia's other traditional major agricultural exports are hides 
and skins, pulses, and oil seeds. With the exception of hides and 
skins, the volume of these exports declined drastically following 
the revolution and has not recovered. For example, 141,581 MT of 
pulses were exported in 1973 but only 33,041 MT in 1979; similarly, 
96,659 MT of oil seeds were exported in 1973 but only 4,896 MT in 
1979. 


Cereal production for the fall harvest of 1980 is estimated at 
about 4.8 million tons. This approaches production in years prior 
to the revolution. However, with increased urbanization and popu- 
lation growth estimated at about 2.5 percent per annum, the grain 
crop must stretch further. Ethiopia, a net exporter of food grains 
until 1975/76, is now an importer. Nevertheless, government plans 
call for ending these imports in the current year. This is a 





6 


possibility, but agriculture in Ethiopia has been plagued by peri- 
odic droughts, degradation of soils due to poor agricultural 
practices, and transportation problems. Some luck and pricing 
changes will be required. 


In spite of these difficulties, agriculture is currently Ethi- 
opia's most promising resource. To develop the export potential 
in livestock, grains, vegetables, and fruits, a number of prob- 
lems will have to be solved. Current government development plans 
emphasize improvement of transportation systems and cultivation 
practices--measures from which relatively quick payoffs can be 
expected. The thorny problems of providing sales incentives to 
peasant farmers and adequate farm management in State farms must 
also be confronted, if the agricultural sector is to be put on its 
feet again. 


NATURAL RESOURCES: The modern manufacturing sector of the Ethi- 
Opian economy is mostly powered by hydroelectricity. A consider- 
able amount of electrical capacity remains untapped. Ethiopia has 
a strong interest in developing these hydro resources, but the 
initial costs involved in constructing new plants are high. Geo- 
thermal potential also exists in Ethiopia. Under a European 
Economic Community sponsored project, the first experimental 
drilling has begun to test this potential on the north shore of 
Lake Langano in the Rift Valley. 


Ethiopia depends on the Soviet Union for its imports of crude 
petroleum. There is one refinery located at Assab. As a result 
of higher oil prices and a slide in export earnings, petroleum 

and petroleum products now take up over 50 percent of Ethiopia's 
foreign exchange earnings. This percentage is expected to rise 
sharply and may, according to government estimates, absorb 70 per- 
cent of foreign exchange earnings by the end of fiscal year 1981. 
Ethiopia's oil imports are used mostly for defense transportation 
with a small amount going to operate diesel power plants. 


To encourage conservation of petroleum and improve its balance of 
payments, the Ethiopian Government has recently raised the retail 
price of gasoline by 60 percent. This action nullifies some, but 
not all, of the subsidy contained in the former price. About 90 
percent of the price hike falls on the Government. 


Ethiopia is also showing greater interest in exploring its oil and 
gas potential. Much of this potential lies in the Ogaden. The 
recent reduction in hostilities in the area increases the possi- 
bility of exploration there. Substantial risk (economic as well 
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as security) remains, however, and the Soviets--with whom explora- 
tion rights have been arranged--are not yet actively investigating 
the area. Because of this risk and its scarce resources, the 
Government has verbally indicated willingness to consider propo- 
sals of foreign involvement in exploration for petroleum and other 
minerals. 


Other minerals found in Ethiopia on a commercial scale include: 
gold, salt, platinum, potash, nickel, and copper. Except for 
limited exploitation of gold, platinum, and salt, this potential 
is not being actively tapped. 


MANUFACTURING: The manufacturing sector in Ethiopia contributes 
5 percent to real gross development product. This percentage has 
remained relatively stable. Most manufacturing activity is agri- 
culturally based and supplies consumer goods to the domestic 
market. Of a population approaching 30 million in 1978, less than 
66 thousand were employed in manufacturing: 45.5 percent of these 
had jobs in textiles and 23 percent in food and beverages. These 
industries' share of the total gross value of production was 32.4 
percent and 24.8 percent, respectively. More than one-third of 
Ethiopia's 416 industrial establishments are State-owned and ac- 
count for 90 percent of production. 


Raising manufacturing productivity is a major goal of Ethiopia's 
development plans. Progress in this area will be increasingly 
difficult. When capacity that was formerly unused due to revolu- 
tion, disruption, and war becomes more fully employed, growth 
becomes harder to attain and management difficulties and other 
problems, such as aging plant and timely delivery of spare parts 
and other inputs, become more serious. The largest manufacturing 
projects contained in the latest Ethiopian budget are $10.6 mil- 
lion for the fourth cement plant and $9.8 million for the Harer 
Brewery. These projects are being financed in good part by loans 
from the German Democratic Republic, Cuba, and Czechoslovakia. 


BUDGETARY AND FOREIGN EXCHANGE OUTLOOK: Growth of budgetary ex- 
penditures continues faster than that of revenues in spite of a 
variety of new taxes imposed since 1976 on income, land use, 
coffee exports, and consumer goods. The current Ethiopian budget 
(1980/81) anticipates a 13 percent increase in expenditure to 
$1.29 billion but only an 8 percent rise in revenue to $805 mil- 
lion. The resultant deficit of $489 is to be financed 49 percent 
by internal borrowing and 51 percent by external loans and grants. 
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Since the formulation of this budget, economic conditions have 
further deteriorated. Earnings on coffee exports, which supply 
the bulk of Ethiopia's foreign exchange earnings and 16 percent of 
its tax revenues, are likely to fall below last year's earnings. 
Meanwhile, the rise in fuel prices and inflexible military spend- 
ing will provide no respite. Ethiopia is building up a substan- 
tial military debt with the Soviet Union, estimated to be on the 
order of $2 billion. In addition, Ethiopia is attempting to 
pursue an ambitious development program. 


Ethiopia's capacity to finance its priority expenditures will re- 
main inadequate for the foreseeable future. Some of the savings 
and investment gap will be filled in by inflationary monetary 
expansion; i.e., the extension of credit to the Government by the 
banking system. However, both to finance its development plan 
and meet its external obligations, the PMGSE will have to look 
increasingly to external sources. 


The Government has already drawn down heavily on its foreign ex- 
change holdings to offset the steep slide in terms of trade. 
Thus, Ethiopia's foreign exchange cover for imports has fallen 
from about 3 months cover of imports at mid-1980 to less than a 
month's cover at yearend 1980. The Government, which is con- 


servative in meeting its external financial obligations, reacted 
immediately by further tightening import licenses, selling some 
gold reserves, and obtaining 67 million in SDR's in balance-of- 
payments assistance from the IMF. 


As a long-term remedy, Ethiopia is looking for a greatly increased 
flow of foreign assistance, particularly from western sources. An 
indication of the importance assigned to this effort is the move 
by the PMGSE in late 1980 to negotiate with claimants on property 
nationalized in 1975. Failure to address this issue had served 

to stop or retard the flow of aid from a number of western sources. 
There are about 225 claims to be processed, of which several have 
been settled in a span of about 8 months. 


In recognition of this start on compensation, the World Bank (which 
had previously suspended consideration of new loans) approved a 

$40 million agricultural loan for Ethiopia in February 1981 and 

is now considering a number of other loan packages. Simultane- 
ously, Ethiopia has mounted. an aggressive appeal to western donors 
for bilateral assistance. During 1979/80 external assistance in 





9 


the form of loans and grants (excluding technical assistance) 
was about $195 million. Recent Ethiopian efforts will probably 
result in some increase in this flow of assistance. U.S. devel- 
Opment assistance, however, was suspended in 1979 because of 
legislative linkage to compensation settlement. It has not yet 
been reinstituted, but the United States continues to provide 
humanitarian assistance. 


IMPLICATIONS FOR THE UNITED STATES 


The major factors affecting prospects for U.S. businesspeople in 
Ethiopia are: (1) the commitment of the PMGSE to a centralized 
economy organized along Soviet-style socialist principles; (2) 
the severe limit on foreign exchange with the concomitant need 
to restrict imports to priority items; and (3) the as yet un- 
tested ability of the PMGSE to attract external assistance to 
pursue a comprehensive development plan. 


PRIVATE INVESTMENT: Conditions remain unfavorable to private 
investment in Ethiopia. The PMGSE has declared its openness to 
consideration of foreign investment on a joint-venture basis in 
which the Government's share must be at least 51 percent. How- 
ever, there have been no concrete clarifications of this policy, 
although government officials have promised such in the near 
future. 


The PMGSE has consistently stressed as a primary objective the 
achievement of economic development through centralized planning. 
Public enterprises and cooperatives, therefore, have priority in 
the allocation of scarce resources. While the PMGSE expresses 
its willingness to consider on a case-by-case basis private in- 
vestment that is useful to it (mineral exploration and tourism 
have been cited), this policy has not been tested. 


EXPORT OPPORTUNITIES: Significant sales opportunities still exist 
in Ethiopia, although the market is not broad. U.S. products 
generally enjoy an excellent reputation, and there is a growing 
concern among government purchasers for quality. Opportunities 
are best in areas with a high priority for Ethiopia's develop- 
ment program and are enhanced where projects are funded by foreign 
donors or international bodies that do not restrict purchases to 
specific countries. The emphasis of the development program is 

on agriculture, transportation (including upgrading and moderni- 
zation of its two ports, modernizing its domestic airline, and 
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expanding its roads), communications, and mining and minerals ex- 
ploration. Products and services for which there are good sales 
prospects include: fertilizers, farm machinery, road construction 
equipment, aircraft and airport equipment, irrigation equipment, 
industrial machinery, telecommunications equipment, and engineer- 
ing consulting services. Sales opportunities are improved where 
service and spare parts can be provided quickly. The latter is 
particularly important since foreign exchange limitations result 
in low inventories of spare parts. Terms are also an .important 
consideration, with Ethiopian buyers seeking medium- to long-term, 
low interest loans for purchases of capital items. In the light 
of Ethiopia's financial situation, foreign private bankers have 
been generally reluctant to grant such accommodations. 


Most business in Ethiopia is done with a government purchaser and 
solicited by tender. Thus, it is essential to have a reputable 
local representative. The number of experienced firms is limited, 
and there may be competition to obtain the services of a few of 
the very strongest. Sales to Ethiopia are on a secured letter- 
of-credit basis. 


American businesspersons are well received in Ethiopia, and there 
is no security problem in Addis Ababa. 


% U. S. GOVERNMENT PRINTING OFFICE :1981--341-077/436 
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